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SECTION I. SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS

US efforts to build up Japanese trade are having favorable results in
Southeast Asien countries (pags 2). However, during June, textile produs-

tion in Japan larped impoeing a serious deterrent to the efforts to increase

forelgn trade (page 4). Modification rather than revosation of the SCAP
suggested labor restrictiong appoars likely (page 4).

Failure of the Republic of Korea to implement a fall rice collection
program will imporil the effectiveness of US cconomic aid and threaten the
long term stability of the Republic (page 5)e The announced withdrawal of
Soviet oasupation from North Korea can be of great propaganda sipnificance
in the fortheoming meeting of the UNGA (page §).

Military proparations for the antioipated Communist of'fensiwve were
high lighted this woek by "recomnaissance in foree" of the government
defenses along the Peiping-jlukden railway (page 7). The Government's
position in Manchuria continues to worsen with the bukden food problem
prowing more oritloal (page 7). Red disruption of the Chinhsien~Tangshan
rail line poses a serious coal problem for China industry ( age 8). Tho
aconomic etatus of the Govérnment continues fairly sisble, gut is believed
to be only temporary (page 9).

The assassination in Burma of Tin Tut may forgshadow further diffi-
oulties (page 10), : : v

Attrition of French troop strength in Indoohina has greatly reduced
French capabilities (page 11),
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SECTION I3« DBVELOPUENTS IN SPECIFIED ARBAS
GENERAL

Chinese ex~Premiar Chang Chun ocmpletes visit to Japen

In his first publio utterance after returning from Japen, Chang Chun
stated thats (1) for Japan alone to be the "workshop™ of the Orient is
unacoeptable since it needs cooperation from its neighbors; (2) Japan'a
stats of demoaratization is unsatisfaotory and, oven ﬁxou%h Japan has
ocomplied with SCAP direotives it "noeds a new attitude;™ (3) China has
presented SCAF with a list of several hundred war oriminals wanted for
trial; (4) China favors an early peace., Those remarkes give the impression
of veinpg %ailored to fit the proponderant Chinsse publio opinion regard—
ing Japan.

Japanege press reaction to Chang®s visit, while recalling the history
of Japanese aggression in China and the latier's present attitude, was one
of nsively hoping that Chang would somehow effest a miraculous raoconcilia-
tion between the two countriesa,

Chang's visit may have explored the possibility of an early peaoce
treaty but it is unlikely that China could sericusly expect to play the
"go-betweon" for adjusting the divergent views of the US~USSR on the sub~
ject.e It is more likely that the trip was motivated by (4) a desire to
discover a modus operandi, particularly economic, between China end Japan
pending a psace treaty, (b) and possibly to ascertain lecArthurt's attitude
towards additional aid for China particularly in the light of ‘the coming
US eleotione.

-Erade prospects favorable in Siam end FIC but weaker in Philippines

U8 efforts to revive Japanese foreign traede with other Far Eastern
ocountries continve to besar frult. Japan and Slam are said to have aon-
cluded a $68,000,000 trade agreement whereby Japan will export to Siam
rolling stock a.nd steel plus some cotton textiles and consumer goods in

- return for rice and sizeabls quentities of salt, cooonut oil, tin ore,
oopra cake, rubber snd other raw materials for indus trial purposes. This
is the first comprehensive bilateral trade agreement between Japan and
Slam sinog the war.

US Consul Saligon reports an increcase in actual or anticipated trade
betwsen Japan end FIC, Indications of this are the sale by FIC of §,000
tons of oorn and 26,600 metric tons of anthracite coal to Japan; accord-
ing to reports, Japan will purchase 200,000 additional tone of FIC anthra-
aite during 1949, In return, Japan is shivping auch items as silk, =mall

T
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oleatric motors, parts o cranes and soft coal.

On the othor hand, U5 Esnbassy Manils eadvises that the Philippine
Sovernment has adopted & formal polioy of limited and striotly cantrolled
trade betwoen the Philippines and Japan until such time as a pesocs treaty
is signed. It states that the Philippine Goverrment had been cautiocusly
building up trade with Japan - larpgely Philippine copra, hemp, coal and
soms manganese ore in exchange for Japaneass galvanized iron sheets,
cemont, plate glass and other reconsiruotion material - until certain
unfortunate remarks by Ceweral Wooe, then US Army Chief of Civil Affairs,
orystalliged Philippine public cpinion against such resumption of trade.
The Embessy believes that the Philippines still wishes to become the load-
ing industrial nation in the Far East but will continue to trade with Japan
8o long as a balance of trade favorable to the Philippines continues.
However, Philippine public opinion will limit the extent of sush trade.

' Jepeneae trade progress in Slam and the FIC fit in with the pattern of
a resumption of Japevsse trade in the Far Bast, ' The best post-war improve-
nent has been made in Southeast Asiam oountries., However, the favorable
responsa in Sautheast Asin to Japancse trade can havs omly a short-term

beneficial effect eapeocially in view of the increasingly unstable comditions

within that aree. From a long~run point of view, Japan's primary chances
for economic revival 1lis in the reopening of channels to North China,
Manohuria, end Korea, areas now rendered imnacoessible or unstable because
of ocommmist action.
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Jasanecs fon d ocoptiny o Japanese production  wge

in June totalled mare tham fifty percent of the 1930-1934 lovel for the
second meath in suocossion, reflecting chiefly increased coal output.

SCAP officials sdvisedshovever, that toxtile production lagged and consti-
tuted "a major depressing eloment." Prices rose sharply but this was a
result of & shortage of stanle foods on the officlal market und of the
substitution of sugar for cerenls in retion and not a drastic chenge from
the preceding period of relative price stability, Wages continued to rise
with rising prices. Desvite reentipued deficit apending and inereased
currency issue, come improvement in goverament finance was noted, Bottle-
necks in forelgn trade rather thaun inflation sre said by SCAP officials to
constitute the major obstacle to Japunese economic recovery.

Although the slowly rising Japarese production index indlcates progress
of Japants industrial economy-toward the 1930-19341level, the deprassed
textile production is a major disturbing elewent because primsry efforts
tovards Jepanoee economic rehabilitation have besn directed toward the
develovment of textile trade, However, the rate ¢f recovery of textile
production since the end of the var has compsred fdvorably with thet of
other manufacturing industries in Jaepan, Improvement may be expscted as
raw cotton imports increase ag & result of reccnt US measures. Nonetheless,
although Jupan is moving to overcome its raw materlal shortage problems, the
over-all problem of finding markets will constitute = mejor obstacle, (See
general article - Page 2 .? :

Modification rather then revocation of SCAP gucgestod lsbor restrictions npe
likely. The oexpected attack in the FEC on the July 22 SCAP letter suggest-
ing limitetion of the trade union righte of Japanese govermment employeas

(see ORE Teekly 30 July 1948) developed at the 16 September meeting.

Soviet Ambessador Panyushkin, challenged General MacArthur's authority for
issuing this letter and the defenas thereof offered by SCAP's déeputy Sebald

in the Allied Council for Japan (ACJ). The Soviet Ambassador proposed an

FEC directive requesting that SCAP revoke his "suggestions® and the Japanege
government ordinance issued to implement them.

In the face of a US veto in the FEC the Soviet representation is unlikely
to compel retraction of occupation policy. Soviet ends are veing served,
nevertheless, by the embarrassment FFC considerstion of the dabor problem
gives to powers friendly to the US. These powers, notably the UK and
Australie, follow at home principles rogarding government employee rights
which are not consistent with those offered in General MacArthur's letter.
Australisn representative Makin read a carefully worded stutement indicating
his government's continuing interest in the iscuss involved and reaffirmed
Australia's desire as expressed in the ACT to mske a constructive contribu-
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tion tovard settlsmert thereof on the basis of the exparience of British
Comronvealth coumtries in labor relations,

The Secretary of the Awmy has nublioly denied the existence of any con-
fliot betwsen the SCAP latter and basia occunation poliey, Nevertheless,
tho US Govormment has indicated that it s reviewing the interim ordinance
and will sorutinize draft legislation for conformancs. with osccunation objec-
tives, Modification of the restrictions appears likely vhen the Diet con-
vanee to renlace the Cabinst order with varmanent legislation., The probable
senner in rhich the changes may be made, wus indicated in Sebald's statement
to the Allied Council that the Japanese Diet %will consider and perhang adopt®
concepts of "systems relating to pullic employment quite as efficient and
democratic as that in the US,"

KOREA

se the effectivencss_of US economiec aid and threaten the long-term
stability of the Republic, The projected US program of economic aid is
based on the premise of effective internal controls on the Korean economy,
iiith South Korea atill & food deficit area and with rice the mast vital item
in the economy, continuation of the succeseful rice collection and rationing
program instituted during the US occupation is essential, Failure to carry
out such a program this fall w11l result in large~-scale emugeling of rice to
Japan end China, hoarding and excessive nrofiteering, and acute food short-
ages in the citios, culminating pexs spring in serious popular unrest and =
grave internal erisis for ths government which will also be menaced by
externally-diracted sabotage and aggression, Under such conditions, US aid
will be insffective in checking mounting inflation and in rehabilitating
the South Korean economy, A

The failure to implement a rice colleotion progranm et an early date is
due,in part, to the governmont's major congern with other pressing domestic
end external politieal problems. HMore importent is the lack of firm leeder-
shlp in the Cabinet, Although influsntial landlords, the peasants, and
many Assemblymen oppose rice collections, the ovpogition is not so strong
that determined action by the President and Cablnet ‘could not obtain
approval for an effective progrem,

Soviet”ann-h;,gmart_qfwtha vithdrawel of occunatie Forces
see Intelligence Highlights o, 17} is solely of propa-
ganda significance, The move has long been in prenaration as a means of
bolstering the Soviet position by putting the US on the defensive in the
forthcoming UNGA discussions of the Korean problem. The Soviet High Command

T
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has baen stripping its forces in North Korea since May 1948 with the rssult
thnt they now have the ocapability of exscuting & complote withdrawal within
30 days. Since the Kremlin has not conmitted itself to withdrawal belore
1 January 1949, divect Soviet military control of Horth Korea need not be
rolinquished during the aritical period of tho URGA discusslons, MNoreover,
the institutional atruoture of the North Koroan puppet regime assures the
maintenance of adequate Soviet control following any future withdrawal of
Soviet forces.
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, 2k zenaral offensive is evident. The bt
curcent Cu-lunstt allttary activity in the Tieatsin=Chinheier corridor
arresrs 80 B & Yrecommaionance in force? with the Cozmunists proding

wers pointt iR RNationsldst iefenros, Iacidsntelly the raids have already
trllicted serioun demegs to the Peiping-Mukden Reilroad. Action thus far
hru contered in areas to the north and socuth of Chinhsien and on both sides
of Chengll vhers the vague line of demarkation eeparating the military

:=nde of JU Tso-yi spd FAN Han-chieh invites Communist attacks. Mean-
~hilz, Commmpiste have stapped up activity om the outskirts of Teinan 1in

an effort to fuvther tighten the ring arocund the strategic Shantung capital.
The main body of Bed Genexrel CHEN Yi's forces is reported halfway between
+he Government strongholds of Neuchou eand Teinan, thereby placing the Gome
suniste in & favorable position to move on either elty.

Erasent food stockplles in jsolated Mukden are inadeguaste. A recent — myw
report eastimetes the current stockpiles of food in Mukden sufficient to
feed only the military and industriel workers for apvroximetely one week.
‘*his estimate does not include the remainder of the civilian population.
Although this appeers a trifle extreme, the food situation in Mukden is
very serious end in all likelihcod will become critical. Contribvuting to
this condition 1s the inadequacy of the airlift from intramural China end
the fraundulent grair dealings of WEI Li-huangie subsrdinete commanders.
{VEI, however, stends %o be the scapsgoat because he steadfaetly refuses to
ansliorate the situation by opening sn overland supply route to the port of
Yinkou). In eddition to the ghortcomings of the airlift and the cupldity
of unit commanders, the prospect of & poor harvest probebly will make it
impossible to procure adeguate foodstocks locally. The conjunctive effects
of these factors produce the very real denger that Mukden will be reduced in
time to the present status of Chengchun whore several hundréds are starving
to death esach day and lerge numbars are eating trse bark and grees roots,

L35

CHIANG Kal-shek's speecch urging an 8ll=out smsterity progrem follows  “p"
the pattern set by the anti-corruption campaiegn being conducted in Shenghai
by his eldest son, CHIANG Ching~iuo. As Deputy Econcmic Supervisor in
Shanghai, young CHIANG is enforcing the new economic reforms by stern measures
and bas advecated a plan for & socialist economy. The susterity program of
the Generalissimo, combined with the plane for political and sociel reforms
now being pushed in Nenking, would extend the Shanghel measures throughout
Kationalist Chine. The Generalissimo's speech, however, was couched in
goneral terms end while there appears to be a great deal of serious telk in
Government circles concerning reform, comstructive measures have yet to be
underteken. In the past the Government has mede vague geaturss tovard refora
tut has done® nothing. To implemsnt the reforms now envisaged would mean
attacking vested interests which sre the Generslissimo's principal meens of
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support and, thersfore, would indicate & complote about~fmoe of whioh
CulANG previously has been ipcapable. The outoome of any new reforms
will depend eptirely upon the measures taken to enforce them.,

Peaco and noutrality sentiment yrows in Naticumlist China. Recent ape
reports of seoret meetinge bstween the Soviet Ambazsador and the Chinese
Foreign Minister coupled with the information that US offiocials have
boen advised of the sxigtonce of a clique which wants to insure Chinese
seutrality in the event of a US-USSR war via Soviet appeasement, indicates
a growing seantiment in Nationalist oiroles for neutrality, The USSR
oan be sxpected to play on this growing aentiment through covert if not
overt means. Although the peace and névtrality sentiment in Nationalist
ocirocles appears to bo steadily inoreasing, CHIANG Xai-sghek is hopeful
of continuing and increasing US aid, and probably will be capavle of
withstending internal pressures for peace wntfl confronted with mejor
mwilitary reverses or new economic and political crises. When such a
situation develops the USSR may offer ite good offices as mediator in
the Chinese civil conflict,

A more liberal Nationalist policy seen in Sinkiang. Gen. CHsNG Chih- "“B"
chung, Chief of the Nortnwest Headquarters, will have a better chance of
implementing his program of reform im Sinkiang now that Gen, SUNG Hsi-lien
has been removed from the post of Sinkiang Garrigon Commander. SUNG
was trensferred in July and replaced by Gen. TAO Shih<yso, concurrently
Deputy Chief of Northwest Headquarters end s follower of GHANG Chih~chung.
SUNG who advocated a polioy of rule by force, had been a major obstacle
to the implementation of CHANG's conciliatory policy toward the non-Chinese
natives of Sinkiang. Evidence of the change in Tihwa's policy comes with
the reported resignation of the Tihwa Zone Commissioner iu protest against
"the wemkekneed policy since Gen. SUNG left,” end charging Gen. TAO with
failure to back security measures.

Rall interruption imperils Nationalist coal supply. 3Zhe coal supply "a"
of prinolpal Nationallst cities is threatened vy Communist disruption of
rall traffic between Tangshan and Chinwangtao. The Keilan mines, loocated
near Tangshan, supply coal to an estimated 70% of Nationalist China's
industriel installations. Coal destined for Shanghai, Tsingtee, Nanking
and other important Nationaliet cities to the south must be transported
by reil from Tangshsn to the port of Chinwangtao, thence shipped by water
to consumption centers. More than one-third of the coal output of the
Kailan mines is shipped via this route. Since most of China's industry
is concentrated in the Shanghai~Nenking area the serious oonsequences of
any prolonged interruption in rail transportation from Tangshan te Chin=
huangteo cannot bs over-emphasized.

Spcssr—
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Rigid econondo enforoswent holds Shanghai-Nanking marts steadye agm

Poraign exclmongs and commodity markets in the Shanghni-Nanking area
continued stable during the past wesk, due almost entirely to the rigid \
econonic enfergement mensures of Oen. CHIANG Chingekuo, although oconditions
ware not fawerable slsswhere. Pelping reports a definite black market of
GY37.0 to V8 §), nearly twice the offioial rate, while food prices inoreased

2BX1X 50 to 130%. Prioces also rose in Mukden and Caunton. - 25X1X
that (a) the curreucy program is going very badly, (b) no serious effort

is being smde except in Shanghai and Nanking to ocarry out essential
Government reforms, (¢) in face of mounting pressure the Government is
continuing its policy of deficit financing, l()d) production and commerce
are coming to & standstill, (e) present enforcement action probably can=
not contain inflationary forces longer than another month, and (f) the
inevitable break will reflect sccumilative pressure causing a f{ inancial
crisis worse than that of the July~August period.

Gold yuan note issus. The Central Bank reports that the outstanding "c"
note issue on 17 Geptember was over GY 800 million., This is equivalent
to CN $2,400 trillion compared with less than CN $7C0 trillion &n circu-
lation on 19 August.

ECA approves US $70 million for over-all China projects. ECA has ngw
provisionally approved allocation of US 336 million for replacement projects
and US J3b million for recomstruction purposes. Funde already earmarked,
ineluding those previously annocunced, are (a) railroads: Canton-lankow
$5,000,000; Chekiang~Eiengsi $2,500,000; Peiping-Tientsin ¥1,800,000;

Taiwan Line §1,500,000; und (b) power systema: at Taiyuan, Kukden,
Teingtao, Peiping, Tientsin, Chungking, Hankow, Taiwan, and others, totaling
U8& 8,750,000,

Approved For Release 2001/08/26 : CIA-RDP79-01090A000500010010-5



) Approved For Rglease 2001/08/26 : CIA-RDP79-01090@0500010010-5
- SECRET

~10-

HEEAH LA

Tin Tut's aseassinetion may foreshadow further difficulties, The nge
assansination on 19 September o% U Tin Tut, Inspeotar-Gensral of the
Furma Auwxiliary Foree end former Foreigm Hinister, whils not expected
Lo alter the existing situation in Burma' does, however, accentuate the
general insecurity previiling throughout' the country as well as the in-
ability of the Burmese Covernment to maintain law and order even in
Rangoon, There are so many possibilities as to whoe is responsible for
his death that spmoulstion about who is guilty at this time would be
purely academic. Illoreover, assassination of more publie figures in the
near future is a distinct possibility in view of the numerous political
factions whish have developed. Although for sametims no Burmese politi-
clan's life will be secure, it is possible that it will be men like Tin
Tut (who was considered relatively conservative by present Burmese stand-
ards bacause of his close cannection with the British in the past) .~ -
will be the main cbjective of future liquidations. Their loss would de-
prive any government in Burma of the services of the faw remaining Burmese
qualified to hold responsidle governmental positions, ‘

Meanwhile, tension between Karens and Burmans s which officials in
Rangoon appesar to be disregarding, is increasing, The Karen National
Union (KNU') was not given representation in the recently formed cabinet,
the composition of which left 13ttle doubt that the Socialists intend to
continue their attempts to run the Government, The Government has under-
taken to raise police levies, ostensibly to fight communists, but this
operation has taken on an increasingly politieal aspect deapite the objeo-
tions of such non-party men as Tin Tut, Supreme Commander Smith Dun and
Bo let Ya, formerly Deputy Prims !inister. Availsble information indicates
that only Burmans are being reeruited and it is believed that these levies
will amount to a private army of the Socialist Party to be used to mein-
tain its position. The Karens are naturally resentful of this diserimina-
tion and are apprehensive as to the manner in which these inexperienced and
untutored levies will be used, Furthermore, there is still some agitation
Lo disarm the Karene which, if attempted, is certair. to cause a great *
deal of bloodshed. Unless satisfactory agreement is reached between Karens
and Burmans in the near future, inereasingly sericus incidents may oceur,
Containment of communal warfare would then be impossible and any pretenses
of an overall Purmese Government would be a farce, Although Thakin Nu
appears to be aware of the seriousnesa of the situation and has been con~
sistently conciliatory towards Karens and their agpirations, he has been
unwilling or unable to take appropriate action, probably as a result of
objJections from his Sccialiat colleapues,
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ious, It has been b 1
reliably sorted th B, oops available to the French in
Indochina, 37,000 are indigenous troops with the ratio rising at the

fate of about 1,000 pr month, This loss of fighting power and the
deterioration of equipment has resulted from welleplanned and executed Viet
Mnh attacks and has led to extremely low French morale, In addition,
French offioere are reported to have little confidence in either their
military or volitical leadership. Although French troop reinforcements
ars expected within a month, they include only enough ‘.o cope partial.,
with the antisipated inorease in Viet !inh gaerrilla activity, Further-
nmore, French officers believs that a solution must be resched within

six monthas as transpartation will then be virtnally exhausted,

L
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